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The Compilation and Administration
of the CPA Examination
Dorothy G. Willard, CPA

Before discussing the subject of this article
I would like to discuss briefly the individual
state boards, the Association of Certified Public
Accountant Examiners, and the Board of Ex
aminers of the American Institute of Certified
Public Accountants, and their respective ob
jectives.
Each state, as well as the District of Colum
bia, Puerto Rico, and the Virgin Islands (53
jurisdictions in all), has a State Board of Ac
countancy. (In some states the boards are
known by other names, but their objectives are
the same and, for all practical purposes, their
functions are the same.) Appointments to these
boards are for the most part made by the gov
ernors of the respective states, or by some gov
erning body, sometimes but not always with
the approval of the professional society of the
state. The number of members of each such
board may vary from three to ten, but three or
five is the more usual. The responsibility for
examining candidates for a CPA certificate is
very definitely that of the respective state
board.
Once a person becomes a member of a state
board, or of a board of some other governing
jurisdiction, he automatically becomes a mem
ber of the Association of Certified Public Ac
countant Examiners. As long as he is a mem
ber of his state board, he is an active member
of the Association; once he ceases to be a mem
ber of his state board, he becomes an associate
member of the Association, and continues to
enjoy that class of membership as long as he
wishes to do so. As an associate member, he
may hold office in the Association.
The objectives of the Association of Certi
fied Public Accountant Examiners, as stated in
the bylaws, are:

Examination, and uniformity in all other
areas of administration of public ac
countancy laws determined to be prac
ticable;
“The employment of the Association’s fa
cilities as a medium for the exchange of
ideas and methods relating to admin
istrative practices of boards of public
accountancy;
“The preservation and protection of the
CPA certificate; and
“The general furthering of the interests of
the profession of public accountancy.”
At the present time the Association has some
250 active members and approximately 500
associate members. It is interesting to observe
how many men no longer members of their
state boards retain a truly active interest in the
Association. They realize, of course, that the
profession will grow and prosper only if able
young people are encouraged to prepare them
selves for this profession, and become properly
qualified to serve the public interest.
The Board of Examiners of the American In
stitute of Certified Public Accountants is a nineman board; appointments to membership on
this Board are made by the president of the
American Institute, with the approval of the
Council. Membership is made up of present
or past state board members, and is for a threeyear term. As presently constituted, there are
serving on this board seven practicing account
ants and two educators—all certified public ac
countants. Geographically they cover the coun
try from Hawaii to Massachusetts, and from
North Dakota to Alabama. In the words of a
former Director of Education of the American
Institute, these men are selected for their schol
arly qualities and their experience in practice.
The Board is charged with the responsibility
of preparing a satisfactory examination twice a
year, and of grading the examination papers
of candidates as a service to the boards of the
53 jurisdictions.
The American Institute employs a Director
of Examinations, who works closely with the
Board of Examiners. At the present time this
position is held by Mr. William Bruschi, a very
able administrator and educator, and a certi
fied public accountant. He in turn has two able
assistants. He also supervises the work of a
grading staff, which comprises 95 certified
public accountants engaged in public practice
or in college teaching, and several attorneys.

“The furthering and protecting of the pub
lic interest as it is affected by the pro
fession of public accountancy;
“The upholding of high standards of quali
fications for applicants to take the certi
fied public accountant examination;
“The promotion of uniformity in standards
of professional conduct, educational and
other requirements of applicants to take
the CPA examination, standards of ac
creditation of institutions of higher
learning offering accounting courses,
universal recognition of the CPA cer
tificate based upon the Uniform CPA
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The examination is given in May and in
November of each year, and is given in all
jurisdictions on the same days. The problems
and questions are prepared prior to a meet
ing of the Board by the Director of Exami
nations and his assistants, in part from a
stockpile of material submitted by practicing
accountants from their individual experience,
by educators (and sometimes their better stu
dents) from the point of view of theory, and
by professional accounting organizations. In the
final analysis, the Director of Examinations and
his assistants develop problems and questions
not only from this stockpile but by independent
research. In the process of preparing the ex
amination, the Institute staff bears in mind that
there should be a broad coverage of accounting
and auditing topics, and that current thinking
on accounting principles and procedures should
be given a place in the examination. Model
answers and solutions are also prepared by the
Director of Examinations and his assistants.
Once an examination has been drafted, it is
presented to the members of the Board of Ex
aminers for review. This is usually done more
than a year in advance. The members of the
Board individually and independently review
the proposed examination problems and ques
tions, and advise the Director of Examinations
and also their fellow Board members of the
results of their review. At a later date the Board
members discuss the examination at one of
their meetings and reach a conclusion as to the
exact wording of each problem and question,
the exact coverage for that particular examina
tion, and the correctness of the model solutions
and answers to the problems and questions.
This is an extremely critical board, a board
which makes every effort to produce a fair ex
amination to test the candidate who seeks the
privilege of holding himself out to the public
as one qualified to serve in any accounting
engagement.
In recent years objective-type questions have
been used to some extent. They may be of the
true-or-false type, the multiple-choice type, or
the matching type. Through the use of these
objective-type questions it is possible to test
many concepts in a relatively short period of
time; this is not possible by use of the essay
type question.
The suggested time-range for each problem
or question is given careful consideration by
each Board member, and discussed after the
Board members have written their solutions.
The ranges given on the examination are such
that a candidate properly prepared should be
able to meet them.
Once the examinations have been printed,
they are shipped to each of the individual
boards in sealed packages a few days in ad

vance of the examination dates in accordance
with previously submitted order forms.
After the examinations have been written by
the candidates, the papers are sent to the Amer
ican Institute for grading. The Director of Ex
aminations administers the grading processes,
and reports thereon to the Board of Examiners.
The grading staff knows only the candidate’s
number, not his or her name, as numbers are
assigned to candidates by their respective state
boards, and no names ever appear on the pa
pers. The Board of Examiners and the Institute
staff never know the names of any candidates
other than those who receive the Sells awards
for the highest grades in any given examination,
and then only after they have been determined
by number and the names furnished by the
respective state boards.
The grading staff consists of practicing ac
countants and of accounting instructors, all
highly qualified certified public accountants.
The commercial law examination papers are
graded by members of the bar. The great
majority of the grading staff are employed on
a temporary basis, and work for a period of
from four to ten weeks twice a year. They grade
some 15,000 or 16,000 papers. The grading
staff is divided into three groups: section heads,
reviewers, and graders.
Prior to the commencement of the official
grading, specific grading bases are developed.
This is accomplished by making test runs with
representing samples of examination papers.
In making these test runs, the staff looks for
concepts which may not be in the model solu
tions. Several test runs are made on each prob
lem or question; in this way the concepts which
should be found in a candidate’s solution are
clearly designated, and the most equitable
point valuation distribution to the various con
cepts in each problem determined. Point values
are assigned to the different concepts contained
within a problem and they may add to more
than the point value of the problem. Thus, a
candidate does not have to have a near-perfect
score in order to receive the maximum grade on
the problem.
Once the final grade sheets and grading
guides are prepared, the official grading be
gins. One grader has assigned to him one prob
lem only so that he does not grade the entire
examination, but grades only one problem or
question in one section of the examination. (In
cidentally, the papers used in the test runs
are graded anew on the basis of the official
grading standards, once they are established.)
A single grader may grade as many as 12,000
papers, all on one problem or question. The
grading guide is a detailed description of ac
ceptable responses and the related point values
assigned to the different concepts.
(continued to page 8)
4

among advertising media and because a more statistical techniques to improve media selec
accurate forecast of income will result if the tion. A few large agencies have announced the
media is estimated separately. The forecast of use of these new approaches, and a number of
operating expenses is prepared after the billing other agencies are actively exploring the po
and income forecast has been established. Pay tential value of these methods. The work to
roll expense is an agency’s largest single cate date in this area has been largely a pioneering
gory of expense and involves estimates from effort. The new techniques are complementary
department heads and account supervisors to, rather than replacements for, conventional
with the accountant forecasting a large group methods of media selection. Future progress
of related expenses, such as bonuses, payroll will be predominantly experimental in nature
taxes, and group insurance costs. All other ex for a number of years until the underlying re
penses can be estimated from the previous lationship becomes more clearly perceived and
year’s results.
used as a guide to achieve greater standardiza
The completed forecast should be in the tion in the reporting of marketing and media
form of a regular financial statement and data.
should be compared to the previous year’s, or
It must be recognized that adequate control
several previous years’, statements. Dollar of all phases of agency business involves the
amounts can be converted to percentages, assignment of responsibility to specific individ
which are helpful in comparing years at dif uals, and if such individuals are to properly
carry out this responsibility, they should be
ferent levels of operations.
A cash flow forecast is important to agencies furnished with financial data which measures
with limited working capital although most their effectiveness. Such a procedure is neces
agencies do not run short of cash because of sary to develop in these individuals a “cost
the practice of receiving payments from clients consciousness” which is essential to good man
before media payments are due. However, agement. The maximum advantages will be
when needed, the cash forecast should include obtained from accounting when used in accord
working capital requirements and estimated ance with these concepts.
expenditures for furniture, fixtures, and other
non-current assets. Depreciation and other ex
penses not requiring cash expenditures should
be eliminated, and the remaining items of in
come and expense should be projected in a time
Compilation and Administration
sequence together with the cash balance.
While the considerable costs involved would of CPA Examination
deter all but the largest agencies from installing
(continued from page 4)
their own computer systems, the advent of the
data processing service centers has placed elec
Many papers are graded as many as four
tronic data processing within the reach of agen times before a final decision is reached. The
cies of almost any size. These organizations pro first grading, which is described as horizontal
vide their facilities and services which vary grading, is that already mentioned. If a paper
directly with the amount of work done. Many has six questions, six graders have entered into
agencies have chosen to handle part of their the grading. In each question the respective
billing, paying and estimating operations in grader has been permitted no deviations from
this way. Others have placed selected clients the scientifically developed grading basis.
on this basis for a single medium or some por
After all problems or questions in a particular
tion of the processing, such as the preparation section on each candidate’s paper have been
of estimates.
horizontally graded and a total score computed,
The use of computers in determining the a reviewer performs his grading function, which
price of individual television spot broadcasts is described as vertical grading. He looks for
to reflect current client discount status in rela very high or very low scores on a specific prob
tion to active rate card information is consid lem as related to the candidate’s overall per
ered an important breakthrough and a key to formance on a particular section of the exami
improved buying techniques. The computer nation. He also conducts his review with a
gives the agency time buyer a report which thought as to whether the individual graders
shows, for each station used by the client, the are conducting their functions in a consistent
number of spots bought per week, the plan and competent manner. He is always one who
rate they have earned, and the point at which has had a wealth of grading experience and,
additional spots can be acquired without addi in most cases, considerable accounting and
tional cost.
auditing experience.
Recently considerable attention has been
If it is obvious from a cursory review that
given to the application of mathematical and the paper is well below a passing grade, or well
(continued on page 12)
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As will be seen from the above, many areas
of the Code formerly attractive from a tax-sav
ings point of view have lost their glamour, and
before any liquidation can be contemplated,
the true tax cost must be carefully calculated.
Probably the most significant change is in the
acquisition or disposition of a small corporation.
In arriving at the sales price, the seller must
calculate the tax to be paid on recapture to
ascertain exactly what his net selling price will
be. On the other hand, the purchaser will in all
probability want to purchase the assets of the
business rather than the stock and subsequently
liquidate under Section 334(b) (2). He would
then get the assets at their stepped-up basis
with the burden of recapture falling upon the
seller.
Elevators and escalators disposed of after
December 31, 1963 are subject to recapture
provisions under Section 1245. If they are lo
cated in a building that is also subject to recap
ture under Section 1250, the seller of the prop
erty must allocate the selling price between the
two.
As in the case of Section 38, there are certain
statutory exceptions to the applicability of Sec
tions 1245 and 1250. The following transac
tions are exempt:
(a) Gifts. No gain insures to the donor at
the time of the gift, but the donee must
recapture upon his disposition of the
property, exclusive of any increase in
basis as the result of gift taxes paid.
(b) Charitable Contributions. No gain is
attributed to the donor at the time of
the gift, but the fair market value of
the gift must be reduced by the amount
of unrecognized recapture income.
(c) Transfer by Reason of Death. Even
though the property will have a
stepped-up basis in the hands of the
beneficiary, there is no recapture. The
only exception to this rule is income in
respect of a decedent under Section
691.
(d) Tax-free Exchanges. There will be no
recapture where the basis of the prop
erty in the hands of the transferee is
determined by reference to the basis in
the hands of the transferor.

In view of the fact that Sections 1245 and
1250 are superimposed upon every other sec
tion of the Code, it will readily be seen that not
all of the problems have been considered here.
Certainly it is obvious that, in the future,
case law and Revenue Rulings will have to
be closely followed to ascertain the true tax
impact of all of the recapture provisions. In
the interim the taxpayer should be alerted as to
possible tax consequences in any contemplated
transaction.

Compilation and Administration
of CPA Examination
(continued from page 8)
above a minimum passing grade, the reviewer
spends little time on the paper. The marginal
papers receive careful scrutiny on the part of
the reviewer; a marginal paper is one initially
with a grade between 60 and 74. Reviewers
are given some latitude in awarding points to
candidates whose responses may not exactly
fit the grading guide.
After the marginal papers have been graded
for a second time, a tabulation by states is pre
pared. From that tabulation, the Director of
Examinations selects papers which require a
third grading. He looks for papers indicating
inconsistent scores among subjects for a given
candidate. Studies have indicated that there
is a strong correlation among scores on the
accounting practice, theory, and auditing sec
tions of the examination. Of course, this is not
always the case, but a third grading is made
of those papers with inconsistent scores to
make certain that the grading has been fair.
In making his review of grades, the Director
of Examinations keeps in mind the conditioning
requirements of a candidate’s state, and makes
sufficient review to assure himself that the grad
ing is both consistent and competent.
When third gradings are requested by the
Director, a section head or one of the most
competent reviewers is assigned the task of
grading the papers, and he is given even more
latitude than the reviewer was given in making
the second grading. After the third grading,
the paper is reviewed by the Director or one
of his assistants to determine whether the mat
ter giving rise to his request for the third grad
ing has been logically resolved. If not, the Di
rector himself makes a fourth grading. The real
question he asks himself is, “Will the candidate
be able to practice as a certified public ac
countant in such a way that the interests of
the public will be protected?”
In the process of grading papers every effort
is made to insure that each candidate receives
the most consistent and equitable treatment
possible.
One of the responsibilities of the Board of
Examiners is to make certain that the exami
nation is representative of the knowledge re
quired of certified public accountants now and
in the future. The Board of Examiners must
make a re-analysis every six months of the re
quirements, having in mind the pronounce
ments of the Accounting Principles Board, the
spectrum of services required of certified pub
lic accountants, the changes in auditing pro
cedures, the changes in income tax laws and
regulations, and to a lesser extent management
services developments.
(concluded on page 15)
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EDITOR'S PAGE
Authors in This Issue

The first two articles in this issue are manu
scripts of talks given by the authors at the 1965
AWSCPA-ASWA joint annual meeting in Dal
las, Texas, September 16-18, 1965.
Dorothy G. Willard, CPA, is a partner in the
accounting firm of Charles F. Rittenhouse &
Company, Boston, Massachusetts. She is a
member of both AWSCPA and ASWA. She
was recently elected Vice President of the Mas
sachusetts Society of CPAs, the first woman to
be elected to that office. She is well-qualified
to write on the subject of her article as she is
now serving on the Board of Examiners of
AICPA and has served four terms as Secretary
of the Association of CPA Examiners. She has
the distinction of being the first women to be
elected to the Board of Examiners.
Beth M. Thompson, CPA, is a partner in the
accounting firm of Thompson & Nichols, Mi
ami, Florida. She is a member of both
AWSCPA and ASWA. She is currently serving
as Second Vice President of AWSCPA and as
Chairman of the Education Committee. She

has been active in professional organizations
and has served as President of the Estate Plan
ning Council of Southeast Florida and as Pres
ident of the South Florida Chapter of the Na
tional Association of Accountants.
Pearl Mullvain was serving as 1964-1965
President of Phoenix Chapter of ASWA at the
time she wrote the article “Advertising Agency
Accounting.” In submitting the article, she
wrote that she was doing so “in an effort to
stir up the really talented members to share
their talents.” We hope that her example will
stir up other chapter presidents to show a good
example to their chapters by writing for THE
WOMAN CPA.
Sharon Bishop’s report on her visit to the
Austin, Texas, Service Center is particularly
appropriate for this issue of THE WOMAN
CPA since most readers will be deeply involved
with income tax deadlines when they receive
it. Mrs. Bishop became a member of Tucson
Chapter of ASWA in 1963.

Compilation and Administration
of CPA Examination
(continued from page 12) .
In 1959 and 1960 a CPA Examination Ap
praisal Commission was appointed by the As
sociation of Certified Public Accountant Ex
aminers to conduct a thorough survey of the
Advisory Grading Service conducted by the
American Institute. The Commission included
among its members representatives from the
state boards of accountancy, practicing public
accountants, the legal profession, state profes
sional licensing authorities, bankers, and edu
cators.
According to the report of the Commission,
published in 1961, the general conclusion was
that the American Institute’s examination ad
visory service and its administration are ex
cellent; that the examinations are well prepared
and properly graded; and that the public in
terest is protected by safeguarding the pro
fession against the induction of more than a
nominal number of candidates with compar
atively limited qualifications.
More specifically the Commission concluded
among other matters that:
the Advisory Grading Service is eminently
fair to the candidates;
the Advisory Grading Service provides for
the passing of every qualified candidate;
the grading staff is highly competent and
adequately supervised;
the numerical passing grade of 75 should
be retained;

the examination is national in scope;
a reasonable but limited use of objective
questions is acceptable;
and that adequate security exists in the
preparation, printing, and distribution
of examination papers.

The Commission concluded, based on its ob
servations, that “every effort is being made to
maintain professional standards and to be fair
to the candidates.”
Earlier I mentioned the stockpile of ex
amination material. Problems and questions are
needed for the examination, especially prob
lems and questions drawn from actual current
experiences. All of us who are engaged in pub
lic accounting meet problems every month, all
different from the usual routine, and many of
these problems could be developed into suit
able questions for use in the examination.
When a problem taken from actual experience
is submitted for the stockpile, the solution also
should be submitted.
We have among our membership many who
meet real accounting and auditing problems
in their everyday experiences. This is a plea
that some of these experiences be made the
subject of problems or questions for the ex
amination. It has been announced that an hon
orarium of up to $100 will be paid for a prob
lem that can be used. I cannot urge you too
strongly to participate in this program, and
prove that women accountants can and will do
their share.
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